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[Note.—The fact that these solutions appear in The Journal of Account­
ancy should not cause the reader to assume that they are the official solutions of 
the board of examiners. They represent merely the opinions of the editor of 
the Students' Department.]
Ohio C. P. A. Examination Question
This department has been requested to solve the following problem set by the 
Ohio state board of accountancy in its examination in practical accounting held 
Thursday, May 15, 1930:
Problem 3
The directors of the Real Construction Company have requested a statement 
of the real estate construction operations separate from all other departments 
of the company for the year 1928. They have organized a new corporation for 
the purpose of operating a real estate construction business and the transfer of 
assets and liabilities is to be made, excluding any cash, as of January 1, 1929.
Trial balance of the real estate construction department as of January 1, 1928 
was determined to be as follows:
Mortgages receivable............................................................. $21,800
Instalment sales contracts............................................... '. . . 48,400
Real estate—land................................................................... 51,300
finished construction....................................... 54,600




•Reserve for depreciation: 
Real-estate construction............................................... 6,740
Construction equipment..................................................... 1,850
Discount on mortgages.......................................................... 1,620
Unrealized profit on instalment sales.................................. 6,050
The records show that during the year construction in process was completed 
with $2,400 for lumber, roofing, etc., and $2,800 for subcontracts. New con­
struction completed, cost $34,000 for lumber, roofing, etc., and $78,000 for 
subcontracts.
Construction sales were as follows:
Five houses Eight houses 
built 1927 built 1928
Sale price (each)................................................................. $7,000 $8,500
Mortgage payable (each).................................................. 3,500 4,000
Cost of land (each)............................................................. 800 1,000
Cost of construction (each)............................................... 4,800 5,500
Payments received during the year on these sales were found to be 25 per cent. 
on two of the houses built in 1927, 20 per cent. on four of the houses built in 1928 
and 50 per cent. on all other sales. Rents received on houses rented pending 
sales were found to be credited correctly to rent-income account. Other pay­
ments included in receipts were: $12,000 on instalment sales contracts, the 
realized profit being $1,500; on mortgages receivable $4,800 and on mortgages 
payable for new construction $72,000.
Liabilities of the real estate construction department at January 1, 1929, for 
accounts payable were $38,800.
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Provide 50 per cent, of these rates where information shows that the assets 
were acquired or completed during the year.
Adjustment for prepaid items and accruals have been recorded. Closing 
inventory of lumber, roofing, etc., was $54,800.





















Reserve for doubtful accounts......................................

































































Disregard cents in your calculation and round out to the nearest dollar.
Prepare:




Journal entries to transfer assets and liabilities of real-estate construction 
department to new company, using 5,000 shares of no-par stock.
Balance-sheet of Real Construction Company at January 1, 1929 (after the 





Cost of houses sold................................................................. $ 12,000
Real estate—land............................................................
To record the cost of land sold with houses:
1927 construction—5 at $ 800.................... $ 4,000




Cost of houses sold................................................................. 68,000
Real estate—finished construction...............................
To record cost of construction of houses sold:
1927 construction—5 at $4,800.................... $24,000





Reserve for depreciation—real-estate construction...















Reserve for depreciation—real-estate construction........... 2,300
Cost of houses sold.........................................................
To clear the depreciation reserve account of the accu­
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(5) 
Depreciation—construction equipment............................... $600
Reserve for depreciation—-construction equipment. . $600
To record depreciation for the year:
Amount Rate Depreciation
On hand—Jan. 1, 1928. . . $4,950 10% $495




Reserve for depreciation—plant buildings................. 2,375
To record depreciation for the year at the rate of 5% 




Reserve for depreciation—plant equipment............... 1,830




Reserve for depreciation—automobile equipment. . . 5,600
To record depreciation for the year—no changes given.. 
25% of $22,400.
(9)
Inventory—Lumber, roofing, etc.—Dec. 31, 1928............ 54,800
Purchases—Lumber, roofing, etc.................................. 54,800
To set up closing inventory.
(10) 
Accounts payable.................................................................... 38,800
Accounts payable—real-estate construction dept.... 38,800
To transfer the accounts payable of the real-estate 
construction department.
(11)
Unrealized profit on instalment sales................................. 1,500
Gross profit on instalment sales................................... 1,500




Gross profit on instalment sales.................................. 103,000
To transfer the sales for the year.
(13)
Gross profit on instalment sales........................................... 77,700
Cost of houses sold......................................................... 77,700




Gross profit on instalment sales........................................... $16,035
Unrealized profit on 1927 houses.................................. $4,920
Unrealized profit on 1928 houses.................................. 11,115
To set up the unrealized profit on houses sold.
The gross profit on each house sold during the year may be set up as follows:
1927 construction 1928 construction
Sales price.................................................... $7,000 $8,500




Net cost of construction............................ $4,560





The computation of realized and unrealized gross profit, based upon the 
collections during the year, follows:
Gross Profit
Per cent. Un-
Number collected Amount Realized realized
1927 construction:
2 25% $ 3,280 $ 820 $ 2,460
3 50 4,920 2,460 2,460
Total 1927.............. ........  5 $ 8,200 $3,280 $ 4,920
1928 construction:
4 20% $ 8,550 $1,710 $ 6,840
4 50 8,550 .4,275 4,275
Total 1928............. ........  8 $17,100 $5,985 $11,115
Total all sales........ ........ 13 $25,300 $9,265 $16,035
(15) 
Profit and loss—current year................................................ $8,416
Federal income taxes payable....................................... $ 8,416
To record the federal income taxes for the year.
Under the income-tax regulations, the sales upon which 25% and 20% pay­
ments were received, may be considered as instalment sales. Those sales upon 
which 50% payments were received should be considered as sales on account, 
the profit on which must be reported during 1928. Accordingly, the profit 
recorded on the books as unrealized on the sales of these (50%) houses should 
be added to the profit per books to obtain the amount of the taxable income.
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Profit per books (see working papers) of all depart­
ments ........................................................................... $63,400.00
Profit on sales recorded as unrealized:
Taxable income......................................................... $70,135.00
1927 construction—(3 houses).................. ................ $2,460.00
1928 construction—(4 houses)................. ................ 4,275.00 6,735.00
Taxable at 12%................................................................. $8,416.20
Statement of profit and loss of real-estate construction department 




Finished construction......................................................... 65,700 77,700
Gross profit on sales.............................................................. $ 25,300
Add—gross profit realized on sales of prior year............... 1,500
Total gross profit......................................................... $ 26,800
Deduct—unrealized gross profit on sales of current year. 16,035
Gross profit realized................................................................ $ 10,765
Rent income............................................................................. 8,200




Construction equipment.................................. 600 $ 6,260
Overhead expense................................................. 7,400 $ 13,660
Profit for the year, before selling, general and administra­
tive expenses, and federal taxes.................................... $ 5,305
Because of insufficient information, no attempt was made to allocate selling, 
general or administrative expenses, or financial income or expense, to the 
real-estate construction department.
Journal entries to record the transfer of the assets and liabilities 
of the real-estate construction department
Real Estate Construction Co.—vendee............................... $281,950
Mortgages receivable.......................................................... $ 17,000
Instalment-sales contracts................................................ 101,600
Real estate—land................................................................ 39,300
Real estate—finished construction................................... 103,800
Real estate—construction in precess............................... 13,200
Construction equipment..................................................... 7,050





Reserve for depreciation—real-estate construction...........  10,100
Reserve for depreciation—construction equipment..........  2,450
Discount on mortgages........................................................... 820
Unrealized profit on instalment sales.................................. 4,550
Unrealized profit on (1927) houses....................................... 4,920
Unrealized profit on (1928) houses....................................... 11,115
Real Estate Construction Co.—vendee.......................... $167,755
To record transfer of liabilities and unrealized profits.
Investment in Real Estate Construction Co...................... 114,195
Real Estate Construction Co.—vendee........................... 114,195
To record receipt of 5,000 shares of no par value in 
payment for net assets of real-estate department.
Real Construction Company 
Balance-sheet—December 31, 1928 






Less: reserve for doubtful accounts.................. 6,500
----------  45,300
Notes receivable.................................................................. 16,600
Inventory—lumber, roofing, etc........................................ 54,800
------------ $124,550
Investments:
Real Estate Construction Co. (entire authorized issue





Fixed assets: depre- Book
Cost ciation value
Land............................................ $18,480 $ $ 18,480
Buildings.................................... 47,500 10,875 36,625
Equipment................................. 18,300 5,680 12,620
Automobile equipment............ 22,400 15,400 7,000
Total......................................... $106,680 $31,955 $74,725 74,725
$320,260
465
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Liabilities and net worth
Current liabilities:
Accounts payable................................................................ $ 20,900
Notes payable...................................................................... 31,200
Accrued accounts................................................................ 11,420





Balance, January 1, 1928.............................. $43,340
Profits for the year, after provision for 
federal income taxes............................... 54,984 98,324 248,324
$320,260
468
